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SUMMARY

“Universal service” isthe concept that everyone should
have affordable accessto basic telephone service. State
and federal regulators have significant responsibilities
in ensuring that universal service goas are met.
Florida’ sinterim universal service mechanism may not
be adequate to meet the needs of a dynamic and evolv-
ing telecommunications market. As competition devel-
ops, traditional methods for subsidizing basic local
service rates will be insufficient. Furthermore, by
setting the course for a permanent funding mechanism
without delay, the Legislature can advance universal
servicegoals, protect Florida s customers and ensure a
fair and stable marketplace for businesses.

The Forida Telecommunications Industry Associa-
tion’s meetings this summer regarding a unified tele-
communications tax should be closely examined by the
Legidature. The rapidly changing market challenges
theviability of the current taxation framework. In order
to encourage business development in al sectors of the
telecommunications industry, it may be time to move
towardasimpler framework that recognizeschangeand
ensures equal-footing for al technologies.

___________________________________________________________|

BACKGROUND

Universal Service Defined

The concept of universal service has existed since the
passage of the Communications Act of 1934 (1934
Act). The stated purpose of the 1934 Act was to

make available, so far as possible, to al the
people of the United States, without discrimina
tion on the basis of race, color, religion, national
origin, or sex, arapid, efficient, Nation-wide, and
world-widewireand radio communi cation service
with adequate facilities at reasonable charges.

47 U.S.C. 151. Universal service goals are no less
important today. In 1996 they wereresolutely reiterated
in the Telecommunications Act of 1996 (Federa Act).
The Federal Act directed the FCC and the states to
ensure that:

Consumersin al regions of the Nation, including
low-incomeconsumersandthoseinrural, insular,
and high-cost areas, should have access to tele-
communi cations and information services, includ-
ing interexchange servicesand advanced tel ecom-
munications and information services, that are
reasonably comparableto those providedin urban
areas and that are available at rates that are
reasonably comparable to rates charged for
similar servicesin urban areas.
47 U.S.C. 254(b)(3).
A system of implicit and explicit subsidies
In the monopoly environment, the telephone became an
affordable link to the outside world for most citizens.
Phone companies were obliged to serve al customers,
even when costs exceeded revenues. On average,
however, the companies were guaranteed afair rate of
return. The concept of universal service funding first
arose after the divestiture of AT&T, as a potential
source of fundsthat could be used to ensure the contin-
ued availability of telephone service for low-income
customers and customers in high-cost areas. The idea
isto haveadl providers contribute to afund that can be
tapped by telecommunications companies to recover
their costsof serving high-cost and low-income custom-
ers.

Universal servicegoalsin the United States, at both the
federal and state level, historically have been met by a
combination of implicit and explicit subsidies. How-
ever, as the FCC has redlized, the use of implicit
subsidies must be re-examined as market controls are
relaxed. Therefore, the FCC hasembarked on courseto
replace implicit subsidies with “specific, predictable
and sufficient federal and state mechanismsto preserve
and advance universal service” 47 U.S.C. Section
254(b)(5). Many states, too, arerecognizing theneed to
replacetheimplicit subsidy laden status quo with anew
modd.

Florida’s“Interim Mechanism”

In 1995, the Florida Legidature was concerned that
universal service be sustained in the competitive
environment. Therefore, it established an interim
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period, during which incumbent companies were
required to remain as carriers of last resort in their
service areas, and it provided for an “interim mecha
nism” for funding universal service support goals.
Although the law stated that the interim mechanism
would be applied in a manner that ensured that all
providers contributed a fair share to the support of
universal service, in fact, the incumbent companies
bear amost the entireload of serving high-cost custom-
ers and pay the full state share of Lifeline support for
low-income customers. Despite this lop-sided burden,
any loca exchange company can petition the Florida
Public Service Commission to change the interim
mechanismif warranted by a changein circumstances.
See s. 364.025(3), F.S. To date, no local exchange
company has availed itself of this relief.

The interim mechanism represents the perpetuation of
implicit subsidies. The implicit subsidies that support
universal servicegoa scomefrom above-cost pricesfor
access charges, and vertical services like call waiting
and caller identification, and business services. The
incumbent loca exchange companies keep prices for
these services high in order to subsidize below-cost
rates for basic local telephone service. As competitors
enter the market, the imbaance in retail rates enables
“cherry-picking,” whereby aternative local exchange
companies are able to lure the incumbents’ profitable
customers away. Therefore, the incumbent companies
are losing the very customers who are generating the
profits to implicitly subsidize the cost of serving high-
cost and low-income customers. The interim mecha-
nismfor supporting universal serviceand carrier of last
resort obligations cannot be sustained as competition
emerges.

CSfor Senate Bill 1008: A New M odd

The Senate Committee on Regulated Industries intro-
duced abill during the 1998 session that was designed
to provide for implementation of apermanent universal
service funding mechanism. Although the bill was not
enacted, it provided an important framework for the
Senate’'s further consideration of universal service
issues.

Perhaps most importantly, CS/SB 1008 prohibited an
increase in basic local telecommunications rates and
disallowed local exchange telecommuni cations compa-
nies from recovering universal service fund contribu-
tions through an explicit end-user or line-item sur-
charge. The hill aso required the Florida Public
Service Commission to recommend to the Legidature,
by February 15, 2000, what the Commission deter-
mined to be a specific, predictable, and sufficient

mechanismfor providing universal service. The indus-

try generally supported this portion of the bill. Under

the Senate hill, the Florida Public Service Commission
would have been instructed to consider and make
findings regarding:

C therequirements of the federal Telecommunications
Act of 1996 and any universal service support
mechanism established by the Federal Communica
tions Commission;

C whether the universal service support mechanism
shall be based upon the costs determined by the
Forida Public Service Commission in Docket No.
980696-T P and whether the cost determination shall
be updated;

C whether there shall bearevenue benchmark and how
such arevenue benchmark shall be defined;

C whether the low-income support amount shall be
determined by multiplying the number of costumers
subscribing to Lifeline service by the intrastate
matching fund by twelve;

C the manner in which each telecommunications
company shall be assessed its share of the universal
service support;

C whether, and to what extent, specia provisionsshall
be included in a mechanism that address the service
areas, market conditions, information resources and
other circumstances of small local exchange compa-
nies serving fewer than 100,000 access lines;

C the manner in which the local exchange telecommu-
nications company’s non-basic service prices and
access charges should be changed to reflect any
explicit universal service support;

C how any explicit universal service mechanism shall
beadministered and how any third-party administra-
tor shall be sdlected;

C how atelecommunications company shall qualify to
receive any explicit universal service support; and,

C whether the status of competition based upon the
directives developed by the FCC to open the local
market to competition, which include interconnec-
tion, network access and resale, expedites the need
for the universal service fund.

Under the bill, the Florida Public Service Commission
was encouraged to recommend other factors as the
Commission deemed essential to a full an fair recom-
mendation. The bill, and specifically its enumerated
factors, started a constructive dialogue regarding the
necessity and parameters of a permanent universal
service mechanism.
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HB 2123: An Extension

Instead of CS/SB 1008, the L egislature enacted House
Bill 2123. This bill extended until January 1, 2001, a
local exchangetel ecommunicationscompany’ scarrier-
of-last-resort responsibility to furnish basic local
exchange telecommunications service within areason-
able time period to any person requesting such service
within the company’s service area. Likewise, the
interim universal service mechanism and the deadline
for establishing a permanent universal service fund
were extended until January 1, 2001. However, HB
2123 provides no plan or framework for implementing
a permanent universal service mechanism.

Telecommunications Taxation: Toward a
Mor e Responsive Framewor k

A related element of thisinterim project study involves
monitoring discussionsand activitiesrelated to modify-
ing the telecommunications taxation framework. The
convergence of three industry trends—technological
advances, large mergers and bundled services—strain
the current framework. Competing technol ogiesare not
being taxed the same. Some technologies enjoy an
exemption from salestax, othersare exempted fromthe
grossreceiptstax or themunicipal utility tax, and some
technologies are exempted from the franchise fees that
cable and wireline businesses pay. Unless al telecom-
munications services are taxed equally, then some
service providers may have a competitive advantage
and grow at the expense of other members of the
industry and the state and local revenue tax base.

METHODOLOGY

ThisInterim Project Study involved monitoring Florida
Public Service Commission hearings, workshops, and
other meetings to keep abreast of the Commission’s
work on telecommunicationsissues; researching issues
related to the implementation of a permanent universal
service funding mechanism, including, but not limited
to, areview of the programs being developed in other
states; interviewing industry participantsand consumer
advocacy groups; and monitoring industry discussions
regarding telecommuni cations taxation issues.

FINDINGS

Funding M echanisms Used by Other States

Last year, the National Regulatory Research Ingtitute
published* State Universal Service Funding and Policy:
An Overview and Survey.” The report noted that state
commissions have taken a variety of approaches to
support universal service.

Many state commissions have adopted or are
evaluating cost models to determine the level of
universal service support required in astate. The
models differ in a number of respects, including
network architecture, customer location assump-
tions, and the prices of various labor and capital
inputs.

Edwin A. Rosenberg, John D. Wilhelm, “ State Univer-
sal Serviceand Policy: An Overview and Survey,” The
National Regulatory Research Institute, vi (1998).

Moreover, states selectively are funding a variety of
“universal service” programsincluding, high cost, rate
rebalancing, emergency 911, telecommunicationsrelay
service, Lifeline, Link-up, state support for schools,
libraries and hedlth carefacilities, and special telecom-
munications equipment for people with disabilities.
Many states, too, are reluctant to act prior to the
implementation of the FCC’s interstate mechanism as
the goa is to have the intrastate and interstate models
complement each other.

It isdifficult to identify one state model that may work
for Florida. Nevertheless, Florida can glean valuable
information from the stepstaken in other states. A good
source of information regarding state universal service
funding mechanismsisthe National Exchange Carrier
Association (NECA). NECA acts as an independent
third-party administrator for 8 state universal service
funds (Vermont, Kansas, Arizona, Wyoming, Arkan-
sas, Oklahoma, Texas, and Nebraska). Asan adminis-
trator, NECA collects revenues from telecommunica-
tions providersabligated to contribute under staterules
and disburses funds to state-designated recipients.
Despiteinherent differences in each state fund, impor-
tant information can be derived from NECA’s experi-
encein variousregionsof the country. In apresentation
to the Forida Public Service Commission entitled
“NECA State Fund Management and Administration”
on June 28, 1999, NECA provided the following
implementation advice:

C Broadindustry participation during fund rulemaking
and establishment phases lessens confusion and
resistance during implementation.

C A single collection mechanism for various universal
service goals simplifies processes and creates cost
efficiencies.

C Assessment based on percent of revenues, appliedto
al service providers (not end-user customers),
ensures contributionsare collected in anon-discrimi-
natory, competitively neutral manner.
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C Assessment of “retail” intrastate-only revenues
avoids double assessing.

C Payment-after-collection methodol ogy reduces cash
flow fluctuations and decreases the possibility of a
fund shortfall.

C Monthly billing and collection and establishment of
ademinimusthreshold to exempt small contributors
from assessments or require less frequent payments
offers administrative smplicity and reduces cost.

Public Input

Senator Tom Lee, Chairman of the Senate Committee
on Regulated Industries, sent aletter to representatives
of the telecommunications industry, the Attorney
Generd, the American Association of Retired Persons
(AARP), and the Florida Public Service Commission
steff. The letter solicited input on how best to imple-
ment a permanent universal service fund for Florida
without increasing the amount customers pay for basic
local service or other telecommunications services.
Many of these representatives responded to Senator
Lee's request and those responses are summarized
below.

The Incumbent Local Exchange Companies

BellSouth endorses the notion that a universal service
funding mechanism must be specific, predictable and
sufficient and must operate in a competitively neutral
manner. BellSouth believes that “universal service
support is essential to the continued availability of
basic local telecommunications services for Florida
consumers in high-cost areas, as well as low-income
customers.” BellSouth aso cited two recent devel op-
ments in federal telecommunications policy that may
have a bearing on Florida' s universal service funding
policy. Specificaly, BellSouth referenced a recent
decision by the U.S. Fifth Circuit Court of Appeals.
Theopinionissued by the Fifth Circuit statesthat “[w]e
areconvinced that the plain language of Section 254(e)
(of the Telecommunications Act) does not permit the
FCC to maintain any implicit subsidies for universal
servicesupport.” (Emphasisinorigina). BellSouth aso
referenced aproposal by acoalition of incumbent local
exchange companies and interexchange carriers to
reformaccess charges by removing all implicit support
from interstate switched access charges and increasing
the federal subscriber line charge to a maximum of $7
per line per month. Onefacilitator of the plan explained
that the plan “will mean better prospects for competi-
tion and choicein all markets, smplified phonebillsfor
everyone, reduced long-distance bills and a sounder
basis to assure guaranteed universal service at reason-

able, affordable prices to al Americans’ See BST
Briefing, Volume 7, No. 183, August 3, 1999. Because
of these developments, BellSouth recommends that it
may be prematureto outlinethe parametersof aFlorida
fund before the federal questions are resolved.

BellSouth did provide, however, alist of key principles
it believes should be included in a discussion of a
universal service support mechanism for Florida:

C The universal service support mechanism will be
established by L egidaturefor implementation by the
Florida Public Service Commission by a date cer-
tain.

C Universal service support will apply to basic local
telecommunications service as defined in Section
364.02(2).

C Incumbent local exchangecompanieswill remainthe
carrier of last resort until a date certain or until an
alternative local exchange company is authorized to
be the carrier of last resort, whichever first occurs.

C Analternativelocal exchangecompany may apply to
be the carrier of last resort beginning whenever the
universal service support mechanism becomes
effective.

C All providers of telecommunications services will
contributeto universal servicesupport based oneach
provider's share of total intrastate, net end-user
telecommuni cations revenuesgenerated in anincum-
bent’s service area.

C Universa service support will apply to low income-
customers and customers in high-cost areas.

C Eligible aternative local exchange companies will
receive high cost universal service support solong as
the company is the facility provider, and offers a
stand-alone residential basic local telecommunica-
tions service that replicates and is not priced higher
than theincumbent’ sresidential basiclocal telecom-
munications service.

C To the extent an incumbent receives high cost
universal service support in excess of contributions,
the incumbent will reduce service rates that contain
implicit support in arevenue neutral manner.

C To the extent that an incumbent contributes to the
high cost universal service support in excess of
received support, the incumbent will make changes
to its service rates to recover the difference.

C Universal service support mechanismwill beadmin-
istered by athird-party administrator, to be selected
and directed by the Florida Public Service Commis-
sion.
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Sprint likewise endorses the concepts of specificity,
predictability, sufficiency and competitive neutrality.
Sprint defined the concepts in an effort to clarify its
position. Sprint understands “ specificity” to mean that
theuniversal servicefund must beexplicit; * predictabil -
ity” is important because of capita intensive invest-
ments, “sufficiency” isunderstood as alimiting factor,
the universal service fund should be no larger than
absolutely necessary to sustain universal service,
“competitive neutrality” involves two questions, (1) is
the means of cost recovery for contributions to a
universal service funding neutral among industry
segments and (2) is the universal service funding
mechanism competitively neutral as to which compa-
nies are eligible to receive universal service support.
Sprint stated that any criteria that would prohibit the
recovery of universal service fund contributions
through a line-item or end-user surcharge would be
contrary to the creation of an explicit fund and poten-
tially contrary to the concept of revenue neutrality.
Sprint expressed general agreement asto the 10 factors
enumerated in CS/SB 1008 for the Florida Public
Service Commission’s consideration.

GTE agreesthat “apermanent, explicit, competitively
neutral universal service fund is necessary to achieve
the dual goals of promoting efficient competition while
preserving universal service. GTE maintains that an
efficient and fair universal service policy must first
address the disparity between costs and rates for basic
local exchange telecommunications service. GTE
Proposes:

C to take all of today’s implicit supports and make

them explicit, and

C to collect these explicit supports viaacompetitively
neutral surcharge and to make universal service
support portableto al qualifying competitors.

Therefore, GTE stated that it agreed with the first
guiding principle set out in Senator Lee's letter but
disagreed with the second, because it believed that any
support amounts should be explicitly recovered from
customers. GTE, as the other responding incumbent
local exchange companies, cited therecent Fifth Circuit
decision in support for its call of an explicit support
structure.

Small Local Exchange Companies

Inthejoint responseof ALLTEL, GT COM, Northeast
Florida Telephone Company, Inc., TDS, and Vista-
United Telecommunications, the small local exchange
companies (serving fewer than 100,000 access lines
each) state that “ adequate funding to support universal

service has been and continues to be a priority for the
small LECs.” Thesmall LECs believe that a universal
servicefund isnecessary to maintain comparablephone
service for customers in rural, insular, and high-cost
areas. They continue to believe that some levd of rate
rebalancing is necessary to creating a fair fund. How-
ever, they are willing to work toward a different solu-
tionif the Committeeremains steadfast initsopposition
torate rebalancing proposals. The small LECs support
consideration of the 10 factors set out in CS/SB 1008.

The Alternative L ocal Exchange Companies

The Florida Cable Telecommunications Association
(FCTA), representing Florida’'s franchised cable
televison operators, nearly all of whom aso have
subsidiaries that are certificated as alternative local
exchange companies, maintains that given the lack of
competition in the local market, the establishment of a
fund is premature. It states that “[t]here is no evidence
that the current local exchange companies or their
customers are suffering any harm under the current
requirementswherethelocal exchangecompaniesserve
as the carrier of last resort and provide basic local
telecommuni cations servicesunder thecurrent pricecap
regulatory scheme.” FCTA further points out that, to
date, no incumbent company has availed itself of the
relief measures that exist under current law. FCTA
argues that this fact demonstrates the incumbents
ability to continue to provide universal service absent
any detrimental effect. Finally, FCTA states that the
creation of a universal service funding mechanism
prematurely would operate as a disincentive for com-
petitive growth by operating asa*“fund shift” from new
entrants to the incumbents.

Time Warner concurs with FCTA, amplifying the
comment that there is no evidence that any incumbent
company or its customersis suffering harm because of
carrier-of-last-resort responsibilities. Time Warner
further states that, if afund is created, it should be as
small as possible, and be limited to basic service and
not expanded to include data, enhanced or Internet
service offerings.

The Interexchange Carriers

AT&T datesthat it supports the fundamental concept
of universal service. However, AT&T believes that
universal service goas currently are being met in
Florida. AT& T aso pointsto thelack of competitionin
thelocal telephone market as evidencethat apermanent
universal service funding mechanism is premature. In
an effort to facilitate further discussions on the issue,
AT&T offers the following bullet points for further
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analysis and discussion:

C Any additional revenues to the incumbent local
exchange companies should be revenue neutral.

C Inorder to avoid hidden taxes, telecommunications
companies should not be prohibited from recovering
universal service fund contributions through an
explicit end-user or line-item surcharge.

MCI/Worldcom states that it fully supports the
concept of universal service. However, due to uncer-
tainty at thefederal level, MCI/Worldcom believesthat
state action on universal service may be premature and
potentially disruptive. Nevertheless, MCI/Worldcom
expresses its support for an explicit, competitively
neutral universal service mechanism when one s ripe
for consideration. In the meantime, it beieves the
current interim mechanism is sufficient to meet the
needs of the industry and Florida's customers and it
urges the Legidature to further extend the interim
mechanism for another two-year period. In that time,
MCI/Worldcom suggests that the Florida Public
Service Commission could review theissues and make
specific proposals. In the event that the Legidature
electsto move forward with aproposal, it suggeststhe
inclusion of the following principles:

C Effective local competition must be shown.

C Any plan must be reviewed on a periodic basis and
capped.

C All companies must be alowed to recover this
funding from customers (no line-item restrictions).

C Theemphasisshould beon Lifelinefunding, instead
of high-cost support.

Florida’s Attorney General

Attorney General Robert Butterworth expresses his
agreement with the principles set out in CS/SB 1008
during last year's legidative session. He remains
committed to ensuring affordable phone service for all
Floridians. However, he opposes the notion that rates
must be “rebalanced” or that basic rates must be
increased as a precursor to a serious move toward the
implementation of a permanent universal service
funding mechanism. General Butterworth pointsto the
high rates of return currently being enjoyed by the
telecommunications industry in support of the premise
that universal service goals may be met without resort
to increased prices.

Because the Attorney General’ s office is charged with
monitoring market fairness and competition, Genera
Butterworth is particularly sensitive to the effect that
“flash-cut” economic policiesmay have. Therefore, his

office has urged early implementation of a permanent
mechanism that will ensure continued affordability for
al of Florida's citizens, maintain a fair and stable
market, and avoid the need for rate rebalancing.

The American Association of Retired Persons

Likewise, the American Association of Retired Persons
(AARP) strongly opposes any attempt by the phone
companies to raise rates for basic loca service last
year. AARP is focused on ensuring that its members,
and Florida's citizens generally, continue to be able to
afford phone service. AARP believes that universal
service goals may be met without exposing its mem-
bers, many of whom live on fixed-incomes, to poten-
tially devastating rate increases.

Florida Public Service Commission Staff

Notingthat universal servicepolicy isfundamentally an
issue of availability and affordability, staff for the
Florida Public Service Commission el aborated on these
concepts in an effort to set the groundwork for a
considered analysis of the need for apermanent univer-
sal service funding mechanism. Commission staff
believes that local service availability is not in serious
jeopardy despite the impending expiration of State
carrier of last resort laws. As to affordability, staff
posited that the needs of both low-income households
and thosewho livein areasthat are costly to serve need
to be considered. In its February 1999 report on
universal service issues, the Florida Public Service
Commisson concluded that neither a low-income
intrastate Lifeline universal service fund, nor a high-
cost universal servicefund, should beimplemented yet.
However, recognizing that the Legisature may deter-
mine that the creation of a permanent universal service
funding mechanism is necessary sooner rather than
later, the Commisson gaff offered the following
specific implementation recommendations:

C Any universal funding should be portable and
competitively andtechnologically neutral. Inthecase
of intrastate funding for Lifeline, any eligible tele-
communications carrier should be able to receive
moniesfor serving Lifeline customers. For intrastate
high-cost funding, available support should bestated
on aper line basis and given to whomever provides
the actual facility serving the customers.

C High-cost funding should be provided only to single-
line residential and business customers.

C Thecost standard for determining high-cost funding
should be the forward-looking economic cost as
derived by a cost proxy model.
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C If high-cost funding is to be provided for both small
and large local exchange companies, the Florida
Public Service Commissionwould need clarification
as to which cost standard (i.e, embedded or
forward-looking cost) to use to determine funding
for small local exchange companies.

C High-cost funding should be based on the difference
between the relevant cost standard and an
affordability benchmark.

C Any net new high-cost receiptsi.e., funds received
by an incumbent local exchange company (less
assessments) must be offset by reductions to rates
for other services.

C Inexchangefor alocal provider receiving intrastate
high-cost funds, the provider should be required to
charge basic local ratepayers no greater than a
Commission-determined price deemed to be afford-
able.

C In order to be eligible for universal service reim-
bursement from a state fund, a provider should be
designated asan eligibletelecommunicationscarrier.

C As currently allowed by the Florida statutes, al
telecommunications carriers and commercial radio
service (CMRS) providers should be required to
contribute to any intrastate universal fund(s).

C Assessments to fund an intrastate universal service
mechanism should be based on a subject provider’s
intrastate end user revenues.

C Any intrastate universa service fund should be
administered by aneutral third-party administrator.
However, the duties of such administrator should be
ministerial in nature, with al policy functions
performed by the Florida Public Service Commis-
sion.

C Providers subject to intrastate universal service
assessments should be free to recover these assess-
ments asthey seefit, aslong asthey avoid midabel-
ing or otherwise misrepresenting the nature of any
explicit charge put on a customer’ s bill. (The Com-
mission agrees with the industry regarding the need
for explicit rather than implicit funding.) The Com-
mission should be authorized to regulate the nature
and format of intrastate charges assessed by tele-
communications providers to recover their assess-
ments.

Findly the Florida Public Service Commission staff
requests that the Legidlature consider granting the
Commission authority to: (1) make decisions about
when an incumbent can be relieved of its carrier-of-

last-resort obligation; (2) determine when funding
mechanisms are warranted; (3) establish such mecha-
nisms if and when the circumstances arise; and (4)
determine, after a hearing, the conditions or circum-
stancesthat may trigger the need for high-cost universal
service funding.

Taxation of Telecommunications Services

The Forida Telecommunications Industry Association
(FT1A) has held meetings throughout the summer in an
effort to streamline the current telecommunications
taxation system. This effort began in May of 1996
when Governor Chiles created the Florida Telecommu-
nications Tax Force. The Task Force reported to the
Governor on:

C changesincommunicationstechnol ogy and services,

C stateand federal regulatory changesin communica
tions technology and services,

C theeffect of afavorable tax climate upon the devel-
opment and promotion of communications technol-
ogy and services, and businesses,

C the compliance with tax requirements and costs of
administration,

C the competitive environment in taxing instate versus
out-of state providersof communicationstechnol ogy
and services, and,

C state and local government tax revenues generated
from thetaxation of communicationstechnology and
Sservices.

The Task Force made its report in February of 1997.
After setting out the issues involved in an overhaul of
the telecommuni cations taxation framework in Florida,
the Task Force recommended to the Governor and the
Legidature:

C A unified or “flat” tax should replace the (1) state
sales and use tax, (2) state gross receipts tax, (3)
municipal utility tax, (4) local option salestax, and
(5) locdl franchise fees.

C The tax would be described by a single definition,
not dependent on technology or method of delivery,
encompassing virtually al forms of electronic
communications.

C Theunifiedtax would be administered by the Florida
Department of Revenue.

C Monies from the tax would be divided among the
state Generd revenue fund, the state Public Educa-
tion Capital Outlay Fund (PECO), and city and
county governments.
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The Legidature did not enact aflat tax, but interest in
it has been renewed by unprecedented growth in the
communicationsindustry coupled with the potential for
competitive market distortions and lost government
revenues.

FTIA has built on the task force recommendations and
recently submitted comprehensive responses to the
House Committee on Utilities and Communications
request for information on the development of aunified
tax. In its written response, FTIA identifies severa
problems with how telecommunications services
currently are taxed. Foremost, FTIA points to an
outdated regulatory schemethat failsto addressemerg-
ing telecommunicationtechnologies. Thisfailure, FTIA
asserts, has*[c]reated anomalies and difficultiesin the
competitive environment.” Moreover, the current
framework seems unable to efficiently handle the
growing trend of “bundled services.” FTIA aso high-
lights the compliance burdens caused by hundreds of
local taxing jurisdictions.

FTIA arguesthat a unified tax will:

promote competitive neutrality;

provide for a broader tax base;

resolve the complicated bundled service issues;

DO O OO

significantly reduce compliance burdensfor telecom-
munications service providers,

C beeaser for customers to understand; and

C reduce the number of complaints and questions that
businesses are required to handle.

However, FTIA did point out that there still are some
significant obstacles that must be overcome. FTIA
specifically referenced the following most important
challenges:

C With asingletax replacing four taxes and two fees
for multiple jurisdictions and different bases and
rates, some customersarelikely to suffer anincrease
over what they are currently paying. This problem
can be mitigated by giving credits to residentia
customers and allowing for rollbacks in other taxes
(e.g. ad valorem), but it cannot betotally eliminated.

C Theintegrity of state and local government revenue
streams must be protected. This means designing a
fair distribution system and addressing local govern-
ment concerns that they could be detrimentally
impacted by a future change in the allocation for-
mula.

Notwithstanding these challenges and other important
implementation issues, FTIA is confident that custom-
ers, local governments, and the telecommunications
industry can implement anew taxation framework that
will be better for Florida. Staff for the Committee on
Regulated Industrieswill continue to monitor the work
of the FTIA and take part in efforts to redesign the
telecommuni cations taxation framework.

RECOMMENDATIONS

Certain segments of the telecommunications industry
maintain that a permanent funding mechanism is
premature. This position may underestimate the detri-
mental impact of a fund established hastily at some
future date in response to the then severe cumulative
effect of gradual market changes. Therefore, the Senate
should consider legidation this year to set the course
for a permanent universal service mechanism. A
mechanism that matures in step with the market will
prevent “flash-cut” market distortions.

The Legidature should engage in a robust dialogue
with the telecommunications industry, the Florida
Public Service Commission, and consumer groups in
order to craft a full and fair solution. Also, hearing
from a representative of the National Exchange Carri-
ersAssociation on thedevel opment and implementation
of universal service funding mechanismsin other states
may be instructive.

The Legidature should remain open to proposals for
telecommunicationstax reform. Many inthe stateagree
that aflat tax would streamline the telecommunications
taxation framework, provide tax equity, encourage
competition and speed the development of advanced
technologies.
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